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Financial health and stability requires maintaining cash flow-operating cash flow, investment
cash flow and financing cash flow-equilibrium. Loss of equilibrium forces corporate managers to
attempt to regain it by reducing investment or increasing financial activities. Successful manage-
ment actions lead to a recovery of equilibrium,but unsuccessful management actions lead to further
deterioration of finances and eventual bankruptcy. Due to deteriorating cash flow, business often
either or violate loan covenant agreements or default on loans prior to bankruptcy. Thus,these
events are generally strong indicators of future bankruptey.

This article examines cash flow measure useful for observing the credit quality of companies
debt obligation,compliance with loan covenants and financial health. Earnings is accounting sum-
mary corporate’s performance. Reported earnings and cash flow measure occupy a central position
in accounting information and financial analysis. But reported earnings are not a predicting meas-
ure of corporate’s financial failure. Operating cash flow is valuable in evaluating short- and long-
term liquidity.

From viewed 8 firms included that 7 firms declared bankruptey, it reveals that cash flow from
operations is a measure of corporate’s financial health, solvency and profitability. This article com-
pared the trend three net cash flows and interactions among the cash flows of businesses that

became bankruptcy to the cash flow and interactions of business that remained non bankruptcy.
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